On August 19, 1997, BellSouth Corporation, GTE Entties, SBC Communication, Inc.,
and U.S. West, Inc. filed a joint petition asking the Court, in part, to clarify the correct
interpretation of Section $1.315(b). On October 14, 1997, the Court granted the petitions for

rehearing of BellSouth and other local exchange companies. The Court specifically vacated FCC
Rule 51.315(b) (along with Rules 51.315(c)«(f)), finding that Rule 51.315(b) was contrary to

Section 251(c)X3) of the Act. It reasoned as follows:

Section 251(c)X3) requires an incumbent LEC to provide access to the elements of
its network only on an unbundied (as opposed to a combined) basis. Stated
another way, § 251(c)(3) does not permit a new entrant to purchase the incumbent
LEC's assemblcd platform(s) of combined network elements (or any lesser
existing combination of two or more elements) in order 10 offer competitive
telecommunications services. To permit such an acquisition of already combined
elements at cost based rates for unbundled access would obliterate the careful
distinctions Congress has drawn in subsections 251(c)X3) and (4) between access
to unbundled network elements on the one hand and the purchase at wholesale
rates of an incumbent's telecommunications retail services for resale on the other.
Accordingly, the Commission's rule, 47 C.F.R. § 51.315(b), which prohibits an
incumbent LEC from separsting nctwork clements that it may currently combine,
is contrary to § 251(c)(3) because the rule would permit the new entrant access to
the incumbent LEC's network elements on s bundled rather than an unbundled
basis.

See lowa Utilities Board, et al v. Federal Communications Commission, No. 96-3321,
http://1s. wustl.edu/8th.cir/FCC/Opinions/963321.036, at p. 2 (October 14, 1997)on rehearing).
Proposed Action: BellSouth proPoses that the Commission revise Section 1001.D of its
rules to make it consistent with Order No. U-22252-A. Additionaily, BellSouth proposes new
language to make clear its willingness to provide services that may be desired by CLECs to assist
them in combining unbundled network clements themselves. Finally, clarifying language
regarding sofiware modifications involved with the ordering of CLEC-combined unbundied

network elements is also proposed.
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[Delete Section 100]1.A except for first sentence]

[Add following language:]

A requesting carvier is entitied to gain access to all of the unbundled elements

when cembined the ing carrier, are sufficient to enable the
combine the unbundled elements themselves. CLECs may combine network
clements in any manner to_provide telecomununications services. ILECs will
physically deliver unbundled network clements Where reasonably possible, e.x.,
unbundled loops to CLEC collocation spaces, as part of the network element
offering at no additional charge. Additionsl services desired by CLECs to assist
in their combining or ing ILEC unbundied network elements are availsble
as negotiated. Software modifications, ¢.g., switch translations, necessary for the

proper_functioning of CLEC-combined ILEC unbundled network elements are

provided as part of the network element offering at no additional charge.

Additional software modifications requested by CLECs for new features or

services may be obtained through bona fide request.

3. AT&T Argument with Respect to CSAs and Promotions. In Comments filed in

Docket No. 22252, AT&T asserted that the Eighth’s Circuit’s opinion invalidates this
Commission’s rulings with respect to resale of CSAs and promotions. No other party has raised
this issue and AT&T's argument on this point is a classic “red herring™. The Eighth Circuit’s
decision upholding the FCC’s rules on restrictions on resale changes absolutely nothing. The
opinion merely upheld the status quo. The FCC rules regarding restrictions on resale had not
previously been stayed by the Court, and thus were applied by this Commission in resolving the
arbitrations and in amending the Louisiana Regulations. This Commission’s rulings with
respect 10 CSAs and promotions fully comport with the FCC's unstayed rules, as affrmed by the
Eighth Circuit, and the comments of AT&T and MCI are nothing more than rearguments already
considered and rejected by the Commission.

As Order No. 22145 makes plain, in resolving the AT&T arbitration, this Commission

took due note of those portions of the FCC's August 1996 Interconnection Order that had been

Doc#95023 9



stayed by the Eighth Circuit pending its decision, rnd those portions which were not stayed. The
Commission expressly noted that unstayed provisions of the Order were binding. See Order No.
22145, at p. 1. Those portions of the FCC's August 1996 Interconnection Order that were not
stayed by the Eighth Circuit, including §51.613(a), were followed by this Commission in ruling
on the issues in the AT&T arbitration. Section 51.613(a), which deals with “Restrictions on
resale,” provides as follows:

(s) Notwithstanding § 51.605(b) of this part, the following types of restrictions on resale
may be imposed:
(2) Short term promotions. An incumbent LEC shall apply the wholesale
discount 1o the ordinary rate for a retai] service rather than a special promotional rate only if:

(A) such promotions involve rates that will be in effect for no more than
90 days;' and

(B) the incumbent LEC does not use such promotional offerings to cvade
the wholesale rate obligation, for example by making available a sequential series
of 90-day promotional rates.

(b) With respect to any restrictions on resale not permitted under paragraph (s), an
incumbent LEC may impose a restriction only if it proves to the swate commission that the
restriction is reasonable and nondiscriminatory.

BellSouth’s position in the arbitration was that services such as CSAs and short term
promotions are not services available for resale under the Act (it did not dispute that long term
promotions were subject 10 the wholesale resale obligation under the FCC rules). AT&T
advocated the position that CSAs and short term promotions are services that should be available
for resale at the wholesale resale discount. This Commission determined, consistent with the

FCC First Report and Order, that short term promotions would not be available for resale,

1 The FCC’s rationale for excluding short term promotions from the Act’s wholesale resale obligation is
set forth in 91 949-950.
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although long term promotions would be available for resale at the wholesale discount. See
Order No. U-22145 at pp. 4-5, & 58 and Order No. U-22145-A at p. 3. It further deciiled,
consistent with its authority under the FCC rules, to impose “reasonable and nondiscriminatory™
restrictions on resale - i.e., that CSAs are available for resale at no additional discount. Both of
these rulings, which were incorporated as amendments to the Louisiana Regulations, are
reasonable and nondiscriminatory restrictions on resale that are expressly permitted by the FCC’s
First Report and Order.  See Section §51.613(s) and 1 949. Plainly, the Eighth Circuit’s
endorsement of the very same rules that this Commission foliowed do not require this
~Commission to undo what it has donc. For these reasons, BellSouth respectfully suggests that
Section 1101.B of the Louisiana Regulations require no modification in light of the Eighth
Circuit decision.

Respectfully submitted,

VICTORIA K. McHENRY
T. MICHAEL TWOMEY
365 Canal Street, Room 1870

New Orieans, Louisiana 70130-1102
(504) 528-2050

Attorneys For BellSouth
Telecommunications, Inc.

CERTIFICATE OF SERVICE

I hereby certify that | have caused a copy of the foregoing pleading to be served on
counse| for all parties to this proceeding, by hand or by U.S. mail, postage pre-paid, on this 29th

day of October, 1997.

Doc#95023 11



EXHIBIT 7

Comments of AT&T on the
Eighth Circuit Opinion
Docket No. U-20883




BEFORE THE
LOUISIANA PUBLIC SERVICE COMMISSION

IN THE MATTER OF:
The Development of Rules and Regulations

Applicable to the Entry and Operations of,
and the Providing of Services by, Competitive DOCKET NO. U-20883

and Altemate Access Providers in the Local,
[ntrastate and/or Interexchange Telecommunications
Market in Louisiana

AT&T’S COMMENTS AND PROPOSED AMENDMENTS TO
THE LPSC’S REGULATIONS FOR COMPETITION IN THE LOCAL
TELECOMMUNICATIONS MARKET
BASED ON THE IOWA UTILITIES BOARD DECISION

Pursuant to the Louisiana Public Service Commission’'s (“LPSC" or
“Commission™) Notice of Proposed Rulemaking dated Scptember 15, 1997, AT&T
Communications of the South Central States, Inc. ("AT&T™) submits the following
comments regarding the impact of the decision of the United States Court of Appeals for
the Eighth Circuit in Jowa Unilities Board, et al v. Federasl Communications
Commission, 120 F3d 753 (8" Cir. 1997) on the Commission's Reguiations for
Competition in the Local Tclecommunications Market (“local rules™). In accordance
with the Commission’s notice, AT&T also submity proposed amendments 10 the local
competition rules bascd on the Eighth Circuit decision.

As ordered by Congress in the Telecommunications Act of 1996 (“Act”), the

Federal Communications Commission (“FCC™) promulgated rules and regulations to



implement the local competition provisions of the Act.' Numcrous parties, including
several incumbent local exchange camers (“ILECs”), challenged certain portions of the
First Order and Report issued by the FCC. These challenges were heard before the
United States Court of Appeals for the Eighth Circuit in the Jows Unilities Board et al., v.

FCC, supra.
1. UNBUNDLED NETWORK ELEMENTS
ILECs Must Provid‘:;\cccu to CLEC:s to Enable
3 CLEC to Recombine Network Elements

The Eighth Circuit’s decision on rchearing addresscd the obligation of an ILEC
under federal law to provide pre-existing combinations of network elements to requesting
CLECs. The court’s decision, however, did not address whether an ILEC should be
required to provide such pre-existing combinations as a matter of state law. AT&T
believes that they should be required to do so. The only purpose served by an ILEC's
separation of pre-existing combinations of network clements is to increase the costs to its
competitors and delay effective local service competition. Moreover, the unwarranted
scparation of such elements will only cause inconvenience and unnecessary disruption of
service to customers. For this reason, AT&T proposes that the following provision be
added to Section 100} of the Commission’s local rules:

Proposed provision:

“An ILEC shall provide unbundied network elements in a manner
that aliows requesting CLECs to combine such network elements
in order to provide telecommunications service. Except upon

' Implemeniation of the Local Competition Provisiony in the Televommunicatinns Act of 1996, Firsi Report
and Order CC Docket 96-325 (August 8, 1996): (“First Order and Report™)
! On rehearing, the Eighth Circuit vacaied 47 C.F.R. 451.3)5(b) of the FCC’s rules



request, an ILEC shall not separate required network elements that
the ILC currently combines.”

If the Commission chooses not to adopt such a requirement under state law, the
Eighth Circuit made it clcar that an ILEC must provide to CLECs the necessary physical
access 10 the JLECs nctwork facilities and technical information sufficient to permit the
CLEC to perform the necessary combination and rccombination of network elements.’
Without the ability to create the combinations, the CLECs are at a distinct disadvantage
to the ILECs, and competition is restricted.

Therefore, AT&T proposes that a provision be added to Section 1001 of the
Commission’s local rules to place an affirmative duty on an ILEC to provide the
necessary access to a CLEC necded to perform the combination.

Proposed provision:

“An ILEC shall provide unbundied network elements in & manner that allows
requesting CLECs to combine such network eclements in order to provide
telecommunications services. An ILEC must provide to the CLEC the necessary
physical access to the ILEC’s network facilities and technical information
sufficient to permit the CLEC to perform the combining.”

B.
Vertical Features are Part of the Switching Facilities

The Eighth Circuit affirmed the FCC’s authority to define the term “nctwork
clement” ! Included in the unbundling rules affirmed by the Eighth Circuit is the
provision that vertical features are part of the switch and cannot be separated. Vertical

features, such as call forwarding and call waiting, are provided through operation of

! The Eighth Circuit stated: *While the Act requires incumbent LECs to provide elements in 8 manner that
cnables the competing carriers to combine them...”

¢ “We believe that the I'CC’s determination that the term “network clement’ includes all of the facilities and
cquipment that are used in the overall commercial offering of telecommunications is a ressonable
conclusion and entitled 10 deference.” lowa Ulilities Board v. FCC, 120 F.3d 753 at pp. 808-809.




hardwarc and software comprising the facility that is the switch, and thus are features and

functions of the switch.’ As such the FCC has ruled that vertical features are part of the

unbundled local switching element.’

Because the switch and its vertical features are treated as one by the law, the
resale pricing should reflect only one cost. An ILEC should not be allowed to charge a
CLEC twice for the same fcature (i.e., the switch and the vertical features). Such an
action would serve no other purpose than to increase the costs of entry into the local

market for a CLEC. The FCC has recognized this logic and statcd:

“At this time we decline to require further unbundling of
the local switch into a basic switch element and
independent vertical feature elements. Such unbundling
docs not appear to bc nccessary to promote local

competition.”’

Therefore, AT&T proposes the following provision be added to Section 1101 of

the Commission’s Jocal rules:

Proposed provision:

“Vertical features, such as call waiting, caller ID and call forwarding, are part of
the software included in the hardwars of the switching element. A CLEC obtains
all the vertical features in a switch at no additional cost when the CLEC purchases
an unbundled switch, cither alone or in combination with other network

elements.”

* First Order and Report 8413
‘Id
? First Order and Report 4414



1L
Contract Service Arrangements are Available for Resale Without Restriction

Currently. the Commission’s local rules restrict the resale of contruct service
arrangements (“CSAs™). Section 1101 (B)(2) states:

“2.  Contract Service Arrangements which are in place on January 28, 1997,

shall be exempt from mandatory resale. All CSAs entered into after
January 28, 1997, and existing CSAs upon termination after January 28,
1997, will be subject to resalc, at no discount.”

Section 251(c)(4)(B) of the 1996 Act specifically states that an ILEC is “not to
imposc unreasonable or discriminatory conditions or limitations on the resale of such
telecommunications service.” Based on this section of the Act, the FCC’s First Report
and Order provided that no exception from the wholesale requirement existed “for
promotional or discounted offerings, inciuding contract and other customerspecific
offervings.” {Emphasis added.]

In the Jowa Utitities suit, the ILECs challenged this FCC provision arguing that
discount programs, such as CSAs, are not telecommunication services that must be
offered for resele. The Eighth Circuit rejected the ILECs challenge. In upholding the
FCC’s rule, the Eighth Circuit stated:

“This rule is a valid exercise of the Commission's authority under subsection

251(c)4)XB) because it restricts the ability of incumbent LECs to circumvent their

resale obligations under the Act simply by offering their services to their
subscribers at perpetual ‘promotional’ rates.”™

Because the Eighth Circuit has found the FCC's provision to be a reasonable

interpretation of the Act, the Commission’s local rules should be amended by adopting

* First Order and Report 948
? Jowa Utilities Board v. FCC, ai p. 819




the FCC's rule on CSAs as upheld by the Eighth Circuit. AT&T proposes the following
revisions to Section 1101 of the local rules.

Current Provision:

“2. Contract-Service-Arangeminis-which-ass-in-place-onJanuarn-28-1007,
shall be-sxempi-from-mandaton—sssale~—All-LSAs-Sniased-inio-alter Januan—28, 1001,
| oxisting LS4 antionales 281907 uill-be cubi |

'Ii II'ii ” ‘ﬂ

Proposed provision:

“A.  To encourage and promote competition in the local telecommunications
markets, all facilities based TSPs shall make unbundlcd retail featurcs, functions,
capabilities and services. and bundled retail services availablc for resale to other TSPs on
a nondiscriminatory basis. Contract Service Arrangements are included in services that a
TSP must make available to other TSPs for resale.™

Access to Unbundled Nleltlv'vork Elements Must be
“At Least Equal in Quality”

Section 251( c)(2X c) requires ILECs to provide interconnection that is “at least
equal in quality” to that provided by the ILEC to itself. The Eighth Circuit rejected the
FCC rule requiring an ILEC to provide to a requesting carrier interconncction and access
to unbundled network clements at levels of quality superior to the levels the ILEC
provides to itself. The Eighth Circuit rcasoned that the statutory language requiring that
access be “at least in cqual in quality™ could be read to permit a LEC to provide superior

quality access, but did not require it. However, the Eighth Circuit determined that the

phrase “at least equal i quality™ cstabhshes the “floor below which the quality of

interconnection may not go.”"

* jowa Utilities Board v. FCC, mt p. 813




Currently, the Commission’s local rules only require ILECs to provide
intcrcomecﬁon “substantially equivalent™ or “at least as efficient™ as it provides itself.
To ensure that the quality of interconnection provided to CLLECs is not below the floor
mandated by Congress, the Commission should adopt the language of the FCC and
require an ILEC to provide interconnection and access “at least equal in quality™ as it
provides itself.

AT&T proposes the following amendments:

SECTION 1001. UNBUNDLING

Current Provisions:

“D.  TSPs shall be able to interconnect with all unbundled basic network
components at any technically feasible point within an ILEC’s network. Access, usc and
interconnection of all basic network components shall be on ratcs, terms and conditions
substantially—oquivalent to those an ILEC provides to itself and its affiliates for the
provision of exchange, exchange access, intraLATA toll and other ILEC services.”

“F.  ILECs shall put into place a service ordering, rcpair, maintenance, and
implementation scheduling system for use by TSPs, which is equisalewt to that used by
the ILECs and their affiliates for their own retail exchange services. Data pertaining to
service and facility availability shall be made available to TSPs-in-the-same-mmannes used
by the ILECS and their affiliates.”

Proposed provision:

“D. TSPs shall be able to interconnect with all unbundled besic network
components at any technically feasible point within an ILEC’s network. Access, use and
interconnect of all basic network components shail be on rates, terms, and conditions at
least equal in quality to thosc an ILEC provides to itself and its affiliates for the provision
of exchange. exchange access, intraLATA toll and other ILEC services.”

“F.  ILECs shall put into place a service ordering. repair, maintenance, and
implementation scheduling system for use by TSPs, which is at least equal in quality to
that used by the ILECs and their affiliates for their own retail exchange services. Data
pertaining to service and facility availability shall be made available to TSPs in a manner
at least equal in quality to that uscd by the ILECS and their affiliatcs.”



SECTION 1101, RESALE

Current provisions:

“A. To encourage and promotic competition in the local telecommunications
markets, all facilitics based TSPs shall make unbundled retail features, functions,
capabilities and scrvices, and bundled rctail services availablc for resale to other TSPs on
a nondiscriminatory basis.”

“G.(1) Direct, on-line access to the ILECs’ mechanized order entry system.
Access shall be considered adequate when the provided access permits the reseller to
access an ILEC’s mechanized order entry system to place initial orders, access
information conceming service and feature availability. modify orders previously entered,
schedule the installation of services and any necessary equipment, and to check on the
status of all transactions that the reseller has initiated in-a-mannes-at-leasi-as-officiont as

the access provided the ILEC’s own cmployees.”

“G. (last paragraph) This access shall be equal that provided to the ILECs’ own
personncl. The Commission and its Staff will monitor the progress, or lack thereof, made
in this arca, and, if deemed necessary after notice and hearing, will impose an additional
transitional resale discount on an ILEC’s features, functions, capabilities and services
until an ILEC's operating systems are accessible by TSPs on the terms specified herein.”

Proposed provisions:

“A.  To encourage and promote competition in the local telecommunications
markets, all facilitics based TSPs shall make unbundled retail features, functions,
capabilities and services, and bundled rctail services, at least equal in quality that it
provides itself, availablc for resale to other TSPs on a nondiscriminatory basis .”

“G.(1) Direct, on-line access to the ILECs’ mechanized order entry system.
Access shall be considcred adequate when the provided access permits the reseller to
access an ILEC’s mechanized order cmtry system to place initisl orders, access
information conceming service and feature availability, modify orders previously entered,
schedule the installation of services and any neccssary equipment, and to check on the
status of all transactions that the reseller has initiated in a manner at least equal in quality
as the access provided the ILEC"s own employees.”

“G. (last paragraph) This access shall bc at least equal in quality as that
provided to the ILECs’ own personnel. The Commission and its Staff will monitor the
progress, or lack thereof, made in this area, and, if deemed necessary after notice and
hearing, will imposc an additional transitional resale discount on an ILEC's features,
functions, capabilities and services until an ILEC’s operating systems are accessible by
TSPs on the terms specified herein.”



Iv.
Access to Customer Service Records

Section 901(T) of the local rules states in part: “A TSP is not required to provide
other TSPs with electronic access 1o its customer service records.” However, in Order U-
22252-A, the Commission ordcred that BellSouth provide to CLECs electronic access
through its electronic interfaces i the pre-ordering phase to customer service record
information. As this Order demonstrates a change in the position of the Commission on

the issue of access to customer service records, AT&T asserts that the local rules should

be amended to reflect the new position.

AT&T proposes that Section 901(T) of the local rules be amended as indicated
below:

Current provision:

o ISRui ised ide-othesTSRewithoel . .
cuslomes-sosuice-secosds. TSPs are,-howeuss, directed to accept three-way calls
from a customer and another TSP and shall, if the customer’s consent is expressly
given to the TSP, disclose the customer’s current services and features. All TSPs
shall implement an electronic “switch as is” process by which it shall switch a
customer to another TSP with all services and features to which the customer is
currently subscribing, upon receipt of appropriate customer authorization. The
“swilch as is™ process described above shall result in no additional cost to the end
m.”

Proposed provision:

“T.  An CLEC shall have electronic access in the pre-ordering and ordering
phases to the ILECs customer service record information. In addition, TSPs are
directed to accept three-way calls from a customer and another TSP and shall. if
the customer’s conscnt is cxpressly given to the TSP, disclose the customer's
current services and features. All TSPs shall implement an clectronic “switch as
is” process by which it shall switch a customer to another TSP with all services
and features to which the customer is currently subscribing. upon receipt of




appropriate customer authorization. The “switch as is” process described above
shall result in no additional cost to the end user.”

V.
Conclusion

The preamble 1o the local competition rules states that the Commission:
“hereby promulgates the following regulations. .. to foster the transition from monopoly to
competitive local telecommunications markets in Loussiana.,” The local rules must
incfude regulations that guide telecommunications providers toward competition in the
local market.
AT&T has proposed amendments to the Commission’s local rules that, if adopted,
would foster local competition in Louisiana. AT&T respectfully requests that its
proposed changes to the Commission’s local rules be adopted.

Respectfully Submitied:

David L. Guerry

Jennifer J. Vosburg

Long Law Firm, L.L.P.

8550 United Plaza Blvd., Suite 800
Baton Rouge, Louisiana 70809
(504) 922-5110

Robin Dunson

AT&T

1200 Peachtree Street, NE
Room 4038

Atlanta, Georgia 30309
(404) 810-8689

Counse] to AT&T Communications
of the South Central States, Inc.
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Madern fguivalent Assets (MEA)

Fhe valuation of the firms” existing assets of the cost
of replacing them with assets which serve the same
functiom and which a new entrant might be
expected to employ. Such assets are likely to

incorporate the latest available (proven) ted hnnlngy,

Oyperating Capability Muaintenance (OCM)
A CCA accounting convention, where the
deprediation charge to the profit and loss account
relates to the current replacement cost ot the firm's
assets, taking account o specitic and general price
mtlation,

Productive Lficiency
Productive efficiency is maximised when cach tirm

in the industry carsies out s activities at minimuam

cost and when activities aredistributed between

firnrs such that industry-wide costs are mimimised.

PSTN
Public Switched Telephone Notwork. The
telecommunications networks of the major

operators, on which calls can be made to all
customers of all PSTNs,

Return on Capital Lmployed (ROCE)

See Accounting Rate of Return.

Stand-alone Costs

The costs to a single-product firm of providing a
service. The stand-alone costs of a servive exceed
the incremental costs to a multi-product firm if there
AT CCROHIES of St ope
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ANNEX B

Trends in Prices and Quality of Service

This Annex contains the following tables:

Table B!  Changes in the price cap and basket of controlled services

Table B2  Summuary of BT's price changes controtled by Condition 24 of its licence, 1984-1996

Table B3  Breakdown of BT's price changes

Table B4  BT's quality ot service

Prcing of Telecormmunicanont Services fram 19497
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Table B3 - ¢t o vl gane by ANNEX C

Percentage changes in BTS average prices:

Total Business  Residentiar P Market Definitions

1920791 b 25 92 9K
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19947904 73 B3 -6 Y e
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P09 1997793 40 > O 129 07 y A |
ceess is ol i R Jeme R
Log g 100409 ER; TS 121 18 ‘ l ¢ mr!y an important clement for businesses and
b Inland switched calls increasingly for the residential market
Tewenr figgutes shenled 1 gead e ongoneon with Patangrapts 144 Y 10D calls
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Necia . . sEvices (¢ b ’
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B ‘Large Businesses’

Aggregate telecoms spend worth £3bn to £4bn a
vear

Wide range of estimated telecoms spend for cach
company, probably over £0.5 million a year

Number of lines in range of 100 to 1000

7000+ businesses in total, (over 250 employees)
all with dedicated telecoms manager or [T
director with telecoms responsibility, typical
turnover over £100m

Needs increasingly becoming, sectorised -
“business solutions” which integrate
communications and IT and re-engineer the

business.

-

Could segment further by sector, eg financiat

services, retail, manufacturing ete

B Large mdti-sife businesses
) Large companies with peographic spread in UK
(mamly retal chains); dedicated telecoms
. manager; p(wsihlv A5(K) businesses
» Looking for one stop solutions; quality and
availobility of service; sofutions cnginm-rud to

their business needs; secking more choice.

B2 Other Large Businesses
) As for lange multi-site businesses in Bt but
without geographic spread (more manufacturing
based than retait)

Y Mare ¢haree avadable (dependent on location)

C Small and medium size enterprises
{SMEs)
) Aggregate telecoms spend ranging from £4bn to
£5bn g year

) Comprises some 300,000 medium and ‘medium
plus around 3 million

to small’ sized busines:

small, mainly one person, businesses
) Seeking lo ver prices but also services that give

them business advantage.

«l

) Medium sized businesses estimated around 50 to

100 lines per company

) Telecoms spend in region of £0.25 million cach

) Typical company turnover likely to be in the
region of £20 million up to £100 million
) Looking for assured quality of voice and data

transfer services

2

) Medium-smali, 5-20 lines, telecoms spend in the
range of £10k to £25k a year

) Turnover range from £m up to £20m

» Looking for price and qu.\lity improvements,
better value for multiple lines, starting to show

interest in advanced services
3
¥ Small businesses 1 -4 lines, majority 1 line

1 ] ow telecoms spend, possibly L300 pa

PITE estimate around 3m businesses have less
than 5 cmplovees which roughly equates with |
tor 4 Hine businesses and s likely to include much

of the teleworking community

Increasing blurring with some ot the residential

sector in terms of needs

fooking for fower prices, geographic availability,

some business support services, use of mobile

RESIDENTIAL CUSTOMERS

D ‘Comfortable’ residential
) Aggregate telecoms spend worth between L3bn
and £4bn pa

y Looking for alternative service/tariff packages,
overall value for money, new services, o

Internet access, extra lines

y Between 14.5 and 17.5 million househuolds
altogether

) Income level greater than £7500 pa

D1 Nigh spenders
) Telecoms spend over £70 per quarter
)} Rough estimate 4 million houscholds, overlap
with some small businesses

) High proportion of international, national calls

Py ok Detecomnene anon e paces fron Jrar/

} Use of mobie, fax, other facihibies
> Typircallv mainty 0-50 ape proup. social classes
A 10 02, ful ime emplovment, owner occupiers
D2 Medinm spenders
) Telecoms spend L35 to £74 per quarter
3 Rough estimate 8.5 to 9 S mithon households

) Typically in 20-340 ape proup, social class C2 and
CHoinemplovment

D3 1ow spenders
} Choose 1o spend less on phone Garound £35 or
less per quartern)
) Estimate 25 to 35 miatlion houscholds

¥ Not on lowest 200 of income bul some of them

benehtirom Fight User Scheme

Vo Bvpielvin socabdlass C2Zand C o
cplovment two thirdstor retired tonein Hived

OWNCT ODceupIers

E Less Comfortable Residential
)V Telecoms spend Tower penerally Tess than £70
por quarler

Y Comprises 4= bomihon hovscholds with meome

ot less than L7300 0 vear
VoA ggrepate Wlecoms spend worth around G115 bn
tott bavear
L Just aftordable

P oSpend around L3070 per quarter

)

]

Sto 35 salhon houscholds

Around hatt over ol vears old, mainly sociat
classes C2 to b over tive hifths i ane adult

houvscholds

Often late payers, Tooking for basic POTS, choice
of service packages, services wiieh help them

manage phone costs

P2 Hard up lote nsers
) Eligible for Tight user scheme, spend £35 or less
por quarter
> Around 1540 25 mistlion houscholds
¥ Around three quarters over 6l vears old, sociat

classes D and F, nearly two thirds i one adult

houschotds, about two fitths in local authonty
housing
) Phone axs o difeline, for emergencies and

incoming calls

13 People who cannol use a phowe
) 4000000 potential tsers of foxt relay services who
cannot use o conventional phone even with an

amphibier or imductive - oupler

In total there is an estimated 6.7 mithon people
in the UK who have some torm ot disability,
including the 300,000 potential vsers of textrelay
services cited above Many of this Lieger proup,
who are ctectively mduded in the other
categories of residential customer segments
listed in this annes, witl have a range of
ditticuttios in using the conventional telephone
These dithenlties stem trom people bong hard of
hearing, having specch, visual or physical
impairments or disabititics or Jearnim

dithicultes or talling, into several of these proups

F Unphoned
Y Some 2o 20 S milhion houscholds
) ol unphoned onmcome ot Tess than Lot a
vear
) stmate ~ome Byvo Hunds of this gronp sant to
be on the phone but oo tatrd v
PN socb class T aon B oaronna e
e TOO RS o
thirds rentog fand arond hodb ot e

authority tenants)

Phone uses by this group rebant on
netphboursy public el boses work 1o ks

calls ar be contacted

SERVICES CURRENTLY SUBJECT TO
PRICE CONTROL

Access market

C.5 Access o the telecommunications neles rh
refors Lo the hink between the nelwark tere ation
point i the costomer’s prenmses and the

connection 1o the mam distribution frane ¢ I

A 0 Moot ddchinte e

t

-




Jocat exchange from whicl the customer can then

communivate with other subseribers. Until
relatively recently most customers did not have a
choice between aceess providers and they were also
tied to BT for the delivery of all their
telecommumications services: an exception being
Mercury offering a call service vin an “indirect

access” facility.

C.6 Being the sole provider of access to a customer
gave BT ‘bottleneck’ control over calls originating
or terminating on that customer’s line. The most
recent annaal figures indicate that BT has over 95
per cont of all residential lines (see Table € below)
but this figtire has fallen since March 1995,

C.7 However, sole provision of access is changing:
where honwes have been passed by cable TV,
customers now have a choice between aceess to BT
andd aceess to cable telephony . The introduction of
number portability will also help significantly the
development of competition between access

providers at the residential level

C. 8 Cablc h‘lvphnnv has been Gargeled prim.mlv at
residential customers but there are a number of
Business subscribers. Although overall cable TV
penetration rates have been static - on average
penetration rales are entimated o be in the order of
20-25 per cont of homes passed and marketed - a
high proportion of houscholds that subscribe to
Cable TV have also subsenbed to cable telephony so
that cable telephony penetration rates have been far

hagher than were once anticipated. As a share ot all

Table C.1 [l DEPTTRTINSTRT W T TRt

o o B e ey [ R

Residentiat Business TOTAL

B 20010 640 2707
Mereury (00 024 0/4
Kinpston 014 0u3 017
Cable 074 ooz OB/
Notes

Fapaes tar Mercury one for deedt connecions
agrires ot cable reter o oumber of subseibers

homes passed by cable TV, the penctration rate for
cable telephony is about 20 per cent. As at end June
1995, 82 out of the 92 cable franchises that were
then operational offered cable telephony and cable
companies have so far passed o total of Sm homes -
just under 25 per cent of all UK homes. The latest
figures indicate that there are now over Tm installed

cable telephony exchange lines.

C.9 When the build programmes of the 125 cable
franchises that have been licenced under the
Telecommunications Act have been cumploh‘d,
approximately two thirds of UK homes will have
access to cable (14.5m homes out of a total of 22m)
Additional franchise arcas (Local Delivery Operator
arcas) awarded or advertised by the Independent
Television Commission will eventually take this
figgure o over 75 per cont ot homes, Cable telephony
therefore has the potential to become a significant

competitive threat to Bl

C.10 A third access provider, fonica, is due to
lounch in 1996 and will be roling out its services
over the next price control peniod. Eventually ts
services will be avaitlable theoug b out much ot the
UK including a licensing arrangement with Scottish
Telecom for Scotland  The radio-based distribution
system which lonica proposes to use will enable il
to offer an alternative to B and cable’s aceess
~ervices. Given that it has the potential to provide a
service in arcas in whichiit would be uncconomic
tor cable companics to butld ot will also help to
increase the range of customers that have a real

(I\(\ll'l.‘ of access pl’U\’i(ll‘l.

C.11 There are already a number of operators
which provide service directly to business
customers: g BT, Mercury, Energis, COLT, MES,
Torch, ete. However, the degree of competition that
BT faces tends, at present, to be limited to urban
areas with the result that overalt BT still has in the
order of 95 per cent of lines installed to business
customers (see Table C 1.

C.12 Many new operators have chosen to roll out
their competing networks in city business districts
first. There are vbvious factors which make this

Pocnig ol Telceommen e e Sonsecn oy 120/

approach attractive: the density of husiness
customers and other organisations which require o
varicty ot telecommunications services means that
the distances involved i servicing what tend to be
hiph value customers are relatively smalt and
therctore potentially profitable relative to the initial
mvestiient I addition the telecommunications
managers of such companics tend to be
sophisticated customers who may be more willing

to try service oterings from the new entrants,

C 13 Although competitive priving has
undoubledly been important tor these companics in
establishing themselves, they are able to otier more
than just a cut-prive service: they are increasingly
able o otler a range of services, tailored to

Cistomers” reguirements

CLE AL present competition m aceess services tor
most restdential and business customers is probably
best described as uneven Tinsomee arcas and lor
SOme Chisses o busmiess user there is very littke
ctiective competiion o impose any sieniticant
constramts on BE< behaviour, For instance, the
posthon ol the stallest husiness costomers
probabiv mmrrors the situation ol residential

castomers

C 15 B faces <tith competition for large business
customers and birge corponate asers i particalar
iy Choose tosouroe their requimements dor

telecome

et s from several ditferont
network operatars, thos osimg diterent access
providers Thev can also choose to contract ot the
management o therr tlelecommunications
reguirements and deave it to third party service
providers o negotiate the best packages trom a
range of operators Contracting out is likely to

become increasingly common

€ 16 Ax the new operators become established,
thev expect to expand their ticlds of operation and
roll vut their services into other areas, For instancee,
COET intends to start construction of networks tor
corporate users in Manchester and Edinburgh and
Scottish Telecom plans Lo ofter a complete service to

business and residential customers throughout
Scotland.

OFTElL would welcome views an the oxtent 10
which otfective competition e the provision of
access services s tkely to develop atross
different customer groups and across different
geographical areas in the future

Intand calls: local and national calls

C.17 At the retait fevel, some nclwork operators
compele o oler o customer complete range ol
telecommumcations services directiv (eg, cable
compantes who provide o whole range of welephony
services) while others offer o imited range ol
services throagl indirecl access: the fatter typically
mvolves the castomer retaining, the BT e tor

access but using other carriers, e Mercury

C 18 Fhe cntry ot new varriers stchoas boerpis
has meant that cable operators now have oo hoee ot
operators with which they can fink up to ofter

services otitsade their tranclise areas

C 19 At the same time compelition ot the
wholesale fevel has also heen stimulated by the
decimon of s aperatars noet fo compete at the
retatl level but 1o position themsclves toack as g
Larniers” Garner” cartving trathe tor other operators

tor example, NI currently acts i this wan

C 20 Fhus competion at e s odesaic e
Letween carners has pat dow nward prossare on
¢

B A N T

prices lo lall

C 21 1t pol dear Bow mans more firnes nsght try
to market their call services divect to the castonwer
in futnre: Some aperators may choose o olter
services to the customer atilisog, some sort of
mdired! access facility and arrangting tor

inferconnection via the access provader

C.22 The extent to which price reductions avaslable
to operators as g result of conpctition ot the
wholesale fevel will be passed througly as price
reductions Lo retaid costomers could depend on the
degree of competition at the retad level
Competition in the provision of inland calls to

restdentiat custamers conld mamor the developinent

13




ob compelibion i the provision of access services in

that the <hoice of service provider available to
customers will depend on having been passed by a
Cable company or by a company using radio based

technology

¢ 23 For the business user there is already a degree
of competition in the provision of call services.
Business users have been targeted by new entrants
becatise even just a few high spending customers
con vield Lirge rovenues for a relatively smallinitial

outlay.

€24 In the future there is likely to be still more
competition between network providers: AT&T is in
the process of establishing itself in the UK; utilities
are developing thair own networks, og Scottish
Power, Norweb, and other companies such as
Torch and Racal are positioning, themselves to
compete to supply telecommunications services to

Iisiness users ona regional basis.

OFTEL would welcome views as to the extent
to which the market for inland calls is likely to
hbecome fully competiive for all customer
groups over the next price control peniod.

International Direct Dialled (IDD]) calis

€ 25 The BT /Mercury duopoly of the provision of
international gateway facilities means that no other
Sperators can own miternalional dircuits into oy out

ot the UK.

€.26 The provision of 1DD calls is a market in
which Mercury had made significant progress in
winning business from BT In 1994 /95 BT’s share of
the market for outgoing international voice traffic
had fallen to 70 per cent However, given that the
duopoly in the provision of international gateway
facilitics means that on most routes the threat of
entry is absent, it is difficult to assess the degree of
real competition for 1DD calls between the two

€.27 The introduction of International Simple
Resale (1SR) has made the market for the provision
of International Direct Dial (1IDD) calls on those
routes on which voice ISR is permitted significantly

more competitive On those routes - Canada, the
USA, Sweden, Finland, Australia and New Zealand
- the price for international calls has tallen
substantially: e on the UK-US route, BT's charges
for a three minute standard rate calt hos tatlen by
around 45 per cont (in nominal terms) between
1990/91 and 1994/95,

€.28 The extent of price reduction has been
possible because the prices of international calls
have historically been significantly out of line with
the casts of providing those calls and so there s
considerable room for arbitrage by resellers. The
intractuction of competition has been successtul in

buginning to drive prices down towards costs

€.29 Morcover both corporate and residentiad
customers have benetitted from these price
reductions. Not only have Mercury and B been
torced o respond by lowering their own tarifis. but
the savings through using an ISR operator are also
widely available. For example, the ISR operator
ACC Long Distance UK L estimates that around
half of its business comes from residential

customers

C€.30 A degree of competition may also be
available for business users on routes other than
those on which 1SR is permitted because one-end
break out into the PSTN from a private cireust is

permitted to any country i the world under a
i

Telecommuications Servi e However it is
difficult to udge how sipmibicant an impact this has

had on competition.

€ 31 The recent decision by OFTEL to publish
details of accounting rates for 101 calls between the
UK and other OFCD countries in order to improve
the transparency of settiement rates may encourage
more reductions in accounting rates and more
competition between BT and Mercury as margins
fall.

€.32 OFTEL will shortly be publishing a
consultative document on how to secure the
benefits of competition for the users of international
tefephony services. This document will make

proposals for interconnection arrangements for HXD
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calls trom April 1996 which will promote greater
competition i the UK market

OFTEL would welcome views as to the impact
on competition in the provision of IDD calls of
one-end breakout into the PSTN. It would also
welcome views as to the extent to which the
10D market is hkely to become fully competitive

for all customers during the next price control
period.

Directory enquiries and operator
assisted calls

C.33 A1 present Because of ils near monopoly over
direct customer connedtions, BT fas an etfective
monopaly over the raw data used 1o provide
dircatory products althoagh s obliged 1o make
the data av mlabie o other operators with whom o
mlerconnedts Mercury has withdrawn lrom
providing s ow i dircctors enguiry service and has
contracted this service to o third party service
provider Fhere s Tttle compettion in this market
Al present

C 34 At the end or October. OFTEL ined a
consultativ e document Use of Daectory iformation
which deals wath directery enquines and other
prodocts provided vy diredtony mtormation The
proposals i the document are mtended o

stunudate competitice servee provision. Under the
pencreme Broensed Dhatabase Managers 0 DM
would beable to provide dircdtory products
Uperators wourdd be obliged 1o provide their
directory mtormation toat feast one 1ML T DM.
would then be oblired to exchange mformation

The docoment consults on the terms on which an
LM ticence might be available: none have vet been
granted

OFTEL would weicome comments on the
cxtent to which there will be effective
compctition in the provision of Operator
Asusted/DQ calls taking into account OFTELs

proposals for stimulating compcetition in this
Ares,

Specially tariffed services

C.35 The provision of specially tartited services ey
ORIK), O3S, (M9H has Iween an arca inowhich 81 hoas
enjoved a siphiticant degree of tisst mover
advantage Forinstanee, Mercory lonnd that there
was little awareness of its 05040 treephone seeviee m

comparson ta BUS 0800 service

C.36 OITEE now has responsitihity tor the
administration of numbering and determining,
numbering, policy. The numberag policy lor these
services including number portabilitv, s unde
review within the contest of a broader review ot
numbering stratepy in order W ensure that more
cticetive competition i the nurket for thee

services can deveiop.

OFTEL would welcome views d4s 1o whether
therc is hikely to be cffective competition in the
provision of specially tariffed scrvices and in
particular the extent to which competition will
depend upon the implementation of number
portability for these services

Private circuits

C 37 At present OFTE has chosen to mab
distinction betaw con Bigdhy vonct L ooy inoaie
based on o threshold deveon o datal canand

nd Rbit /s

OFTEL would welcome views as 1o whether ot s
Appropriate to make a distinction between
digital circuits with a capacity of more than or
less than 64 kbit/s for the purposes of
Assessing effective competiion For mstance
would it be more appropriate to make o
distinction based on circents up to 64 kbit/s
circuits of between 64 kbit/s .2 Mbat/s and
crcuits over 2 Mbit/s?

Inland low capacity private circuits

C 38 B i the onty operator in the Uk o otter Ha
analogue circuits which make up the bulk ot tHns

market Mercury does offer digital cirointe ol ap o
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ind kbit/ capacity but overall there is very little
competition i this market and there is litthe
prospect of etfective competition developing, The
provision ot low capacity circuits temds to be a
relatively high cost exercise undess these serviees

are provided in conjunction with other services

OFTEL would welcome comments on its
analysss of the prospects for competition in the
provisson of low capacity inland private arcuits

inland high capacity private circuits

¢ 39 Vhe liberalisation of the UK
telecommunications market has led to an increase
i the number of providers ot digital leased circuits
although this has mainty beervin the ficld of cirants

with a capacity of more than 2 Mbit/~

€.40 Given that high capacity Jeased circuits are
prowducts used by larger businesses rather than
<l businesses or residential customers, it s
peorssible that the larger corporate CUSEOMETS PUssess
2 degree of buver power (n terms of being, able to
trade one operator oft agamst the other) in this
market which has been augmented by the icrease
i the number of operators from which they con

choose

AFTEL would welcome vicws as to whether
corporate customers possess A degrec of buyer
pawer n this ficld and whether there will be
effective competition 1n the provision of high

capacity private cifcuits.

International private leased circuits:
low and high capacity

€.41 The duopoly provision ot international
pateway facilities means that currently only BT and
Meurcury can provide international leased circuits.
I'his means that all competitive methods of
transpuorting tratfic (eg one-vnd break out and ISR)
are dependent npon obtaining international private

leased circuits from BT or Mereury.

€.42 However, as with high capacity infand

private feased circuits itis possible that some

customers could possess a depree of buver power
which could mean that the operators” conduct is
more competitive than the duopoly structure might

supgest,

OF TEL would welcome views as to the degree
to which there will be cffective competition in
the provision of high and low capaaty
international private leased circuts over the
next price controb penoa

SERVICES CURRENTLY NOT
SUBJECT TO PRICE CONTROL

Vision circuits

C A3 At the imwe of the last prive controb review,
Viston circsits Gie private areaits which are used o
carrv broadeast sound and vision services) were
cwluded from the price caps that applied toamland
and international private circuits. One ot the
principal reasons for this ex Tuston was that Bl
argtied that vision circuits were used to provide
bespoke services and thus necded o degree of price

texibibity.

C 44 Inlight of the recent order made against BEm
respect of satelhte uplinking services, OFTEL

wishes to fook agan at this service OFTEL
recognises that vision circuits are not used
cxclusivety e the provision of sateline uphinkimg,
services and that other operators such as NTT.
Fnergis and Mereiry also provide vision circuits to

the media industry.

OFTEL would weicome comments as to
whether it is appropriate to distinguish
betwecen vision circuits and other private
circuits and, if so, whether there s ikely to be
effective competition in the provision of vision
circuits.

€ 45 Similarly at the time of the last price control
review private circuits which are used to provide
closed circuit television (COTVY services were
excluded from the price cap for private circuits.

Py o Bedocomnting e e o gees By 100

OFTEL would wcelcome vicws as to whether it 1s
appropniate to distinguish private circuits used
to prowvide CCTV services from other private
circuits and, if so, whether there will be

effective competition in the provision of these
circuits

Telex

C.46 R s estimated that there are in the region of
two million telex terminals worldwide. However,
telex has been comprehensively superseded by the
tax and e-mail and demand tor telex services im~
follen Both in terms of volime of telex traffic and
the size of the ctstomer base. m 198K BT had
PN teles customers - by 1994 1his had fallen to
00 OFTEE i nat proposing 1o inchude telex .
within the price cap asabis belicved that in most
cases castomiers have simply swatched to newer

services such as fax and ¢omail

OFTEL would welcome views on its analysts of
the market for telex services.

Payphones

C.47 Public call boves (PCB<Y are detined m BIs
leence interms ol being situated on public land to
which the public fus 24 hour access Private

o phone an wohich e ocated on privit
rroperty and conceanenthy publi aeceec to them
iy Do testicled tor mstance, radway stattons

pubs_ shopping contres or hosptals

C.48 Unti! the entry of the Halian company
Industria Politeenica Meridionale UMD last year,
the provision of £0 8 i the UK had ellectively
been finited since only BT, Mercury and Kinanu
(together with a tew cable companies) operated
PCB< IPM has taken over a number of Mercury's
PCB sites following Mercury's deasion to withdraw
from offering this service

C “here . icti
49 There are no such restrictions on the
S .
provision of privale payphones which can be
Ly " O T

perated under the class Telccommunications

rvices Licence (1S1) and o number of operators

ad service providers oftern posate poyvphone

SUTVICeS.

C.50 Thus, competition (o date has developed
principally in the private pavphone sector of the
market. However, OFTELL proposes 1o nodity the
PPCB Condition in the licences of all the other PTOs
to enable them to ofler PCB services to the public on
aderegulated basis

C.51 There is also the prospect of an increase in the
range of services which are attered trom PCBs tor
nstance, B is experimenting, with oftering,
facsimile services trom PCBs

C€.52 The development of card/aceount based
services could also provide competition to
pavphones both by simplilving their use and at the

same time providing afternatines

OFTEL would welcome views on the prospects
for the development of effective competition in

the provision of payphones in the future

ISDN lines

C 53 ISDN s canentislly adeliverns

s a means of defivening a vanety of

telecommuumications ~ervices througla comnien

M b e bt e et none e
ISDON fies provide an vod to end digpitat e o
T N A L E N I

widvband network and the ability booorber

Jata image and teal services onen the sanw
nebwork connection AL s most amdytioans it s
sapabifity of otlerig vides ansinssion s
tacilitating o penume cony ergence of
telecommunications and other clectronts mesdig
enabling the defivery of 11 teles ooy o
services and video services over the same netwaork

copnection

C.54 A distinction hus been made Between basie
rate and primary rate ISDN tines Curronth iy B
offers basic vate ISDIN Tines throug v il 19D 2
service. Castomers have a degree of chonee Tor
primary rate ISDN mes in that as well as 3810~

1SON 30 service, Meronry also has an 1SHN
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oftermg, In uture there is the prospect ot
Broadband ISDN hnes

€55 ISDN has not had the success m the UK that it
Ihas hadd in, say, Germany and France for a number
OF Feasons: Prvate drcdits are more readily
Available tn the UK than in those other countries,
connecli L charges for ISDN in the UK are
relatively high and there are significant price

Jditterentials in terminal adaptors in the UK.

€.56 In light of increased demand for ISDN lines
From business and the possibility that in future
residential customers might wish to choose ISDN
aucess in order Lo take advantape of new on-line or
mnltimedia services , OFTED wishes to revivw this

market.

OFTEL would welcome comments as to
whether there will be effective competition in
the provision of ISDN fines in the future.

Value added and data services

C.57 The value added and data services sector
covers 8 wide range of products and services that
deal with the electronic transfer of information® ey,
licket reservation systems, database access,
teleshopping, e-mail, home banking, tinked
Automated telfer machines, Flectronic Funds
Franster at Point of Sale (EFTPOS), video-
Conferencig and Fledtrome Data Interchange (EDD
As well as these messaping and transaction based
cervices there are also assodiated network

HL\"(\)_'_(‘““"\[ SCTVIOOS,

C.58 Al present OFTEL has chosen to group the
various types of VALY together under these two
broad headings: Mcxs.\ging/Tmnanrlinnal services
and Network Management/Support services There
are a4 wide range of telecoms and specialist firms
opurating in these sectors and the various markets

are generally regarded as being competitive

C.59 A recent report by CIT Rescarch Ltd
eelimated that revenues for the Network
Management and Support Services sector were

around £372m and revenues for the Messaging and

Transactional Services sector were £257m- falso
estimated that BT s share of these two sectors was
16 por cent and Y per cent respectively. There are a
wide range of firms in these markets including
Cable & Wircless/Mercury, 18M and AT&T.

OFTEL would welcome comments as to
whether it is appropriate to regard Value
Added and Data Services markets as being
competitive at present and whether they are
tikely to rematn sO.

Mobile services

€.60 This Annex has so tar focused on the Bixed
link telecommunications sector and has put the
mobile sector to one side This is i part because
there is 3 presumption that the retail markets for
mobile telephony and mobile data services are
competitive. Although the number of netwurk
operators is subject to regulatory restrictions, there
are a large number of service providers which not
only compete to purchase airtime from the
operators but also have to compole with cach other

for customers

C.61 The mobde sector is characterised by a wide
range of innovative service ofterings and pricing
packages and OFFEL believes that the mobife sector
in sufficiently competiiive not to require a price cap

tor retatl purposes.

.62 At present mobile services an constdered as
an adjunet to fixed services rather thanas
competition with them However. in the future
there 1s the prospect ob increasing convengence
between mobile and fixed services and this would

have a significant competitive impact

OFTEL would welcome comments on the
extent to which there is cffective competition
within the mobile sector. It would also welcome
comments on whether the possible
convergence of fixed and mobile services might
raise issues which should be addressed in this
price control review and, if so, what they arc

oo of felecomaeieation: Setvie s Toonn

ANNEX D

Long Run Incremental Costs

FORWARD LOOKING COSTS

D1 AL present. the main basis o costs used ta
repulate BLas tally allocated costs using the historic
vost accounting, convention. bor cxample,
mterconnedion charges for use of BES network are
carrenthy et on the basi< of tubly allocated costs In
Tuture, OFTED proposes o use the appropriale
costing methodology for s regibitory decsions
which woudd osaath be tors ard Tookiny lomy Ton
meremental costs For the nest control pvrn\x.l
OFTEL proposes that mterconne: tron harpes witl
be based upon Tong run ingremental cosls, provided
that o robust methodology can be established . The
methodolosy Tocalowdate long ron incementat
costsas discissed o sreater deta e e nead

section of s ey

D2 Tomg vom mcrementab cost s fora and looking
concept and <o would be retected more accurately
By the ise ol vitent cost e oot 100 N rather
thoan hisbirn coet v gl - O

L the 1O A

spproac e Basais 1o e syl o

RTINS
he

Vsborie vestobs cost ot the bane that i ow -
Mirchase !
purchased Inthn N approach the basis tor
\ i . .

Haaton s the re pPhicement cost ot an assel, ho

1
o AW oukd cost toaday b it were to e replaced

D3 Forward looking costs are the appropriake
DasIs Hor ivterconmed o harges becanse they
elec resource costs Tdeally for economi
chciency, the prices ob retarl services <hould be set
M way s hich encoutages consamers to take
frount of the resource costs of their purchasing
deasions, Operators would be encouraged 1o et
et retai) prices it they contd purchase a major
MPuttmterconne: on) at a . harge thal was set by
erence t the cost ot the resotmees consumed by

s proy
1~ e
13 100 Since replacement vosts would be the

——

conls Faced Dy a ness entrant, sipnals wouhd e
piven to cncourape cthoient ety into and et from
ilerconnection services, il the incembent's
mterconmedhion charges were set on the bases of
torward fooking costs. An entrant mto provision ol
mlerconnecton services that was more etiwient
than the incimmbent could nuke o probb by sctting
charpe below the mcombent's harpe swhereas an
metticient finm woudd be unpraitable sl sere to
malch the mcombent < chanee taowd b 1
calry sdoetad sorvices wontld e os o pned

Mthongeh thie woonld e pemd ol

N

retnl prices

D4 Inits puoest torm, the cond plot lonvard
Tookang costs reguines that assets e s sdued e

the cost ot replicement with the modirn quiahent
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